
October 16, 2009 

To: The Federal Reserve Board 
Fr: Marc S. Savitt, C R M S 

Re: Proposed Rule regarding Originator Compensation 

CC: Kathleen Ryan, Allen Fishbein, Paul Mondor 

Please accept this correspondence and its attachments, as my comments regarding 
mortgage originator compensation. 

Although, I am a former President of the National Association of Mortgage Brokers, I am 
submitting these comments as the owner of a small mortgage brokerage, who in January 
will celebrate its 25 t h year. 

Originator Compensation 

In a recent meeting with the F R B, I asked those assembled, "Do you consider mortgage 
broker in-direct compensation (Y S P), an unfair and/or deceptive practice?" Mr. Fishbein, 
Ms. Ryan and Mr. Mondor all answered "NO." This is important, as the F R B is 
attempting to eliminate or alter a legitimate form of compensation, which benefits both 
consumers and industry. 

The proposed rule speaks to altering an originator's compensation by replacing what is 
currently percentage based with a "flat fee." Moreover, banks and lenders would be 
exempt, but mortgage brokers, specifically their businesses, would not be exempt. 

Mortgage brokers are not just originators, we are businesses! We operate like every other 
business in this country, including banks. We are employers and have payrolls to meet. 
We have a number of significant expenses in running a business which includes, rent, 
utilities (normal overhead), taxes, licensing fees, advertising, bonding fees, equipment 
leasing, continuing education and much more. Those who have operated their own 
business would understand this. 

Non-owner originators, who work for banks and mortgage brokerages, have some 
expenses too. With the implementation of the SAFE Act, originators have additional 
licensing and education expenses. These in no way compare with a mortgage brokerage 
business; nevertheless they're not without expenses. 



In addition, in-direct compensation for mortgage brokers is already capped. Wholesale 
lenders restrict brokers from receiving more than 3.5% in Y S P. On the other hand, banks 
and lenders have no caps on their in-direct compensation, as evidenced by the 
attachments and the documentation given to Ms. Ryan, Mr. Fishbein and Mr. Mondor. 

I also believe the F R B lacks the authority to restrict and/or alter compensation. The 
F R B's authority appears to be limited to "consumer disclosures." 

I also learned in my recent meeting with the F R B, no studies were conducted in 
preparation of the proposed rule. The attorneys mentioned "anecdotal evidence" was 
considered. As the recipient of a possibly bad decision by my government, which would 
have the force to put me out of business, this alarms me. The definition of anecdotal 
evidence reads in part, "untrustworthy" and "unreliable." 

Make no mistake about it, should the F R B restrict broker compensation, whether direct or 
in-direct, brokers will go out of business. For years, brokers have provided competition to 
the market place. Fewer participants in mortgage financing will create increased costs for 
consumers. Moreover, this is already happening as evidenced by the documentation I 
presented during our recent meeting. 

Broker market share has dropped substantially in the last 3 years due to relentless and 
undeserved media attacks. These attacks were orchestrated by those who developed 
questionable programs, set the guidelines and approved loan files. We were the 
scapegoats! 

When I studied economics in college, I specifically remember my professor emphasizing 
over and over about the basics of compensation and profits in a free market society. The 
lesson was, if you charge a mark up in percentage for the goods and services you offer, 
you'll always stay profitable and in business. If your compensation is dollar based, it's a 
recipe for going out of business. 

I encourage the F R B to strengthen consumer disclosures through testing. I'm convinced 
you'll find that if you treat all channels of distribution equally, consumers will benefit. 
The F R B needs to level the paying field for consumers. I suggest simplified disclosures 
that require all originators to disclosure the exact same information on the exact same 
forms. 

Congress and the regulators all want full disclosure and complete transparency. No one 
currently meets these proposed requirements in the mortgage finance industry, EXCEPT 
MORTGAGE BROKERS. Since 1992, we have disclosed every dime of our 
compensation, including in-direct. We make these disclosures at time of application and 
again at settlement. We hide nothing! However, banks and lenders have the ability to hide 
compensation and do just that. For years they have denied receiving in-direct 
compensation, or said they won't know what that compensation will be until after 
settlement. The evidence I presented to you at our meeting clearly proves they have been 



less than truthful. They know exactly what all their compensation will be every time they 
lock-in a loan, or quote an interest rate to a consumer. 

They also have been known to claim their in-direct compensation is a secondary market 
transaction. This is another excuse not to disclose. If a consumer is paying for their 
compensation, either in rate or up front fees, then a consumer has the right to know what 
that compensation is. 

Let's make this about true consumer protection and full disclosure by all market 
participants and not about picking winners and losers. Finalizing a rule that restricts 
compensation in any manner for mortgage brokers will eliminate our channel and harm 
the consumer. After 25 years of operating my business honestly and ethically, I will be 
out of business, while the bank across the street will continue to operate receiving 
secretly compensation and with taxpayer bailouts. 

I would also suggest the F R B work with HUD to harmonize disclosures and not have 
them contradict each other. 

Thank you for the opportunity to comment. signed, 

Marc S. Savitt, CRMS (Certified Residential Mortgage Specialist) 
President, The Mortgage Center 

115 Aikens Center, Ste. 20-B 
Martinsburg, West Virginia 2 5 4 0 4 

5 4 0-5 5 0-4 4 9 6 

msavitt@mortgagefinancing.com 





















pages 4 thru 13 include sample loan information showing banks receiving indirect compensation known as service release premiums. these are the same as yield spread premiums. 



page 14. sample mortgage lending products available at Carolina Federal Savings bank. 

Buying, Building or Refinancing? We can help! We offer all the following products to 
best serve you. 

With local underwriting and local processing available, we can make quick decisions 
and quick closings happen for you! 

Construction Loans 
Building your own home? We offer prime based, 12-month interest only loans based 
on percentage of completion of project. 

Libor Interest only Loans 
Customize the payment you want! This loan gives you the flexibility to pay more or 
ess on principle based on what is best for you. 

Conventional and Government Loans 
We offer a full array of V A and F H A conventional products. 10 to 30 year fixed 
periods are available. 

No Income Verification Loans 
If you don't want to verify income, assets or employment, give us a call. Great for 
self employed! 

100% Financing Loans 
No down payment required. Available as interest only, variable or fixed rates. 

Less Than Perfect Credit? 
Check out these loans, custom fit to meet your needs! 

• Bankruptcy Buyouts 

• Up to 100% Financing for Self Employed Borrowers 

• Lease Purchase Same as Refinance 

• 1 ST Time Homebuyers 100% Financing 

• 100% Financing even with a Chapter 7 under 2 years old 

• No Seasoning of Funds 

• Loan Amounts up to $650,000 

• Interest Only available too! 

Many other niche products to better serve you. 

Get Pre-Approved Today! 
It's Fast, It's Easy and Just A Phone Call Away. (8 4 3) 5 7 1-6 9 0 0 or (8 4 3) 2 1 6-1 3 0 1 



An open letter to the President of the United States. 

February 11,2009 

President Barack Obama 
The White House 
1600 Pennsylvania Ave. 
Washington, DC 2 0 5 0 0 

Dear Mr. President: 

I represent tens of thousands of small business mortgage professionals who are being 
forced out of business by some of the nation's largest national banks, lenders and 
mortgage insurance companies. 

As you are well aware, this country is experiencing the worst financial crisis since the 
Great Depression. While your Administration and Congress search to find a solution to 
our economic troubles, others are conducting a campaign of blame, with the goal of 
eliminating competition and controlling all aspects of mortgage financing. 

From the very moment mainstream media first used the words "mortgage meltdown," 
mortgage brokers were labeled as the group that inflicted the predatory practices that 
gave rise to record foreclosures. As a result, mortgage brokers have been subjected to 
intense scrutiny and consequently over-regulation. Moreover, some of our former 
wholesale lenders and private mortgage insurance outlets have cut off our source of funds 
to operate, all under the guise of consumer protection. Make no mistake about it; this 
campaign to eliminate our profession has absolutely nothing to do with consumer 
protection. It's all about market share! 

Let's examine the facts. Brokers have been blamed for putting consumers into predatory 
loan programs. False! Mortgage brokers never developed one single loan product or 
program. However, some lenders and banks did, aided by Fannie Mae, Freddie Mac and 
Wall Street. These same institutions set the guidelines for such programs, without any 
broker input. Most importantly, mortgage brokers did not underwrite or approve any of 
these loans. The responsibility for approving loans was that of the banks and lenders. 



If we didn't develop the programs, set the guidelines or approve loans, how could this be 
our fault? 

Another favorite target of the media is the "Yield Spread Premium" (Y S P). This form of 
legal and legitimate industry compensation has been labeled a kickback and a bribe. Y S P 
has been vilified when it should be praised for helping homeowners. For example, most 
consumers today seek financing without "points." Y S P allows them to finance all or part 
of their origination costs. This practice has existed for years and is used by many State 
Housing Agencies, as well as by banks, lenders, credit unions and others who call it a 
"Service Release Premium" (S R P). It's the exact same type of compensation, other than 
having a different name. The only difference between a broker's Y S P and a lender's S R P 
is that brokers fully disclose this compensation to consumers. Besides not having the 
same disclosure requirement as brokers, lenders have often denied receiving this 
payment. 

The media has often depicted Y S P as a fee brokers receive for increasing a consumer's 
interest rate. The truth is consumers are always given a choice with rates and points. They 
may elect to pay a discount point(s) and receive a lower rate, or pay no points and finance 
their origination costs by a slightly higher interest rate. Most consumers choose the latter. 

In this climate of full disclosure and transparency, Congress should replace the terms 
Y S P and S R P with "indirect compensation" and require all originators to disclose this 
compensation to consumers. Brokers have been disclosing every dime of compensation 
for the past 17 years. It's time for lenders and banks to do the same and level the playing 
field for consumers. 

It has also been reported that brokers are unregulated. Once again, false! Brokers are 
regulated in every state. Furthermore, we supported passage of the S.A.F.E. Act as 
contained in the Housing Economic Recovery Act (H.R. 3221) in July 2008. This Act 
establishes uniform federal licensing standards for mortgage originators and a national 
registry of originators The National Association of Mortgage Brokers first proposed 
these standards in 2001. Unlike brokers, loan officers that originate for banks and lenders 
are unregulated. It's time to regulate bank employees too. 

The final push to eliminate competition and control the entire housing market is now 
underway. Lenders and banks are exiting wholesale lending; claiming brokered loans 
perform worse than their retail branches. Again, who developed the programs, set the 
guidelines and APPROVED every loan? 

Mortgage insurance (M I) companies are now joining the banks and lenders. Some have 
completely cut off brokers, while others have set different guidelines for banks and 
brokers. The reason is simple: banks and lenders call the shots. For years, some banks 
and lenders have intimidated mortgage insurance companies to insure loans they knew 
would eventually have a high default rate. The M I companies had a choice: insure the 
loans or risk being cut off 



Until approximately ten years ago, brokers and other originators would submit loans for 
underwriting (approval), to both a wholesale lender and a mortgage insurance company. 
This long established practice gave every file with less than a 20% down payment a 
second set of eyes. Having two underwriters independently examine every submission for 
approval protected both consumers and industry. In my opinion, this practice was 
eliminated out of greed. Some banks and lenders saw an opportunity to increase their 
profits at the expense of quality control. Some banks and lenders made "deals" with 
mortgage insurance companies. The agreements called for the lenders to take control of 
underwriting. Once a lender approved a file, that file was also considered approved with 
an M I company. The second part of the deal consisted of a kickback. Since lenders and 
banks were in control of who ordered the private mortgage insurance, they could steer 
business and demand a percentage of the consumer's premium. These kickbacks 
averaged 25% of the premiums. They were also never disclosed to the consumer. 

This type of lender control is also taking place with appraisals. Lenders have established 
their own Appraisal Management Companies (A M C's), which allow them to have 
complete authority over all aspects of the "independent" appraisal process. 

It's important to note that not all banks and lenders have engaged in these practices. 
Many are honest and reputable institutions. However, the fact remains that many are 
preying on the consumer and small business. 

Mr. President, if the actions outlined in this letter are permitted to continue, the costs of 
mortgage financing will increase as a result of less competition. State shortfalls will 
increase, as well. Furthermore, the country will see a continuation of sharp and prolonged 
unemployment and foreclosures, due to the elimination of our profession. 

Every day, more and more small business brokers and their support staff are going out of 
business. We urgently require your guidance and support. I would appreciate meeting 
with you as soon as possible to discuss this ongoing tragedy and means by which 
improvements can be made. 

Respectfully, signed 

Marc S. Savitt, C R M S 
President 
National Association of Mortgage Brokers 



article from THE WALL STREET JOURNAL 

OCTOBER 15, 2009, 9:55 P.M. 

Barney Frank, Predatory Lender 
Almost two-thirds of all bad mortgages in our financial system were bought by government agencies or 
required by government regulations. 

By PETER J . W A L L I S O N 

Recent reports that the Federal Housing Administration (F H A) will suffer default rates of more than 20% on the 
2007 and 2008 loans it guaranteed has raised questions once again about the government's role in the financial 
crisis and its efforts to achieve social purposes by distorting the financial system. 

The F H A's function is to guarantee mortgages of low-income borrowers (the mortgages are then sold through 
securitizations by Ginnie Mae) and thus to take reasonable credit risks in the interests of making mortgage credit 
available to the nation's low-income citizens. Accordingly, the larger than normal losses that will result from the 
2007 and 2008 cohort could be justified by Barney Frank, the chairman of the House Financial Services 
Committee, as "policy"—an effort to ease the housing downturn through the application of government credit. 
The F H A, he argued, is buying more weak mortgages in order to help put a floor under the housing market. 
Eventually, the taxpayers will have to judge whether this policy was justified. 

Far more interesting than the F H A's prospective losses on its 2007 and 2008 book are the agency's losses on its 
2005 and 2006 guarantees, when the housing bubble was inflating at its fastest rate and there was no need for 
government support. F H A-backed loans during those years also have delinquency rates between 20% and 30%. 
These adverse results—not the result of a "policy" effort to shore up markets—pose a significant challenge to those 
who are trying to absolve the U.S. government of responsibility for the financial crisis. 

When the crisis first arose, the left's explanation was that it was caused by corporate greed, primarily on Wall 
Street, and by deregulation of the financial system during the Bush administration. The implicit charge was that 
the financial system was flawed and required broader regulation to keep it out of trouble. As it became clear that 
there was no financial deregulation during the Bush administration and that the financial crisis was caused by the 
meltdown of almost 25 million subprime and other nonprime mortgages—almost half of all U.S. mortgages—the 
narrative changed. The new villains were the unregulated mortgage brokers who allegedly earned enormous fees 
through a new form of "predatory" lending—by putting unsuspecting home buyers into subprime mortgages when 
they could have afforded prime mortgages. This idea underlies the Obama administration's proposal for a 
Consumer Financial Protection Agency. The link to the financial crisis—recently emphasized by President 
Obama—is that these mortgages would not have been made if regulators had been watching those fly-by-night 
mortgage brokers. 

There was always a problem with this theory. Mortgage brokers had to be able to sell their mortgages to someone. 
They could only produce what those above them in the distribution chain wanted to buy. In other words, they 
could only respond to demand, not create it themselves. Who wanted these dicey loans? The data shows that the 
principal buyers were insured banks, government sponsored enterprises (G S E's) such as Fannie Mae and Freddie 
Mac, and the F H A—all government agencies or private companies forced to comply with government mandates 
about mortgage lending. When Fannie and Freddie were finally taken over by the government in 2008, more than 



10 million subprime and other weak loans were either on their books or were in mortgage-backed securities they 
had guaranteed. An additional 4.5 million were guaranteed by the F H A and sold through Ginnie Mae before 
2008, and a further 2.5 million loans were made under the rubric of the Community Reinvestment Act (C R A), 
which required insured banks to provide mortgage credit to home buyers who were at or below 80% of median 
income. Thus, almost two-thirds of all the bad mortgages in our financial system, many of which are now 
defaulting at unprecedented rates, were bought by government agencies or required by government regulations. 

The role of the F H A is particularly difficult to fit into the narrative that the left has been selling. While it might be 
argued that Fannie and Freddie and insured banks were profit-seekers because they were shareholder-owned, 
what can explain the fact that the F H A—a government agency—was guaranteeing the same bad mortgages that 
the unregulated mortgage brokers were supposedly creating through predatory lending? 

The answer, of course, is that it was government policy for these poor quality loans to be made. Since the early 
1990s, the government has been attempting to expand home ownership in full disregard of the prudent lending 
principles that had previously governed the U.S. mortgage market. Now the motives of the G S E's fall into place. 
Fannie and Freddie were subject to "affordable housing" regulations, issued by the Department of Housing and 
Urban Development (HUD), which required them to buy mortgages made to home buyers who were at or below 
the median income. This quota began at 30% of all purchases in the early 1990s, and was gradually ratcheted up 
until it called for 55% of all mortgage purchases to be "affordable" in 2007, including 25% that had to be made to 
low-income home buyers. 

It was not easy to find candidates for traditional mortgages—loans to people with good credit records or the 
resources for a substantial downpayment—among home buyers who qualified under HUD's guidelines. To meet 
their affordable housing requirements, therefore, Fannie and Freddie reduced their lending standards and 
reached into the F H A's turf. The F H A, although it lost market share, continued to guarantee what it could, adding 
to the demand that the unregulated mortgage brokers filled. If they were engaged in predatory lending, it was 
ultimately driven by the government's own requirements. The mortgages that resulted are now problem loans for 
the G S E's, the F H A and the big banks that were required to make them in order to burnish their C R A credentials. 

The significance of the F H A's troubles is that this agency had no profit motive. Yet it dipped into the same pool of 
subprime and other nontraditional mortgages that the G S E's and Wall Street were fishing in. The left cannot have 
it both ways, blaming the private sector for subprime lending while absolving the government policies that 
created the demand for subprime loans. If the financial crisis was caused by subprime mortgages and predatory 
lending, the government's own policies made it happen. 

M r . Wal l l i son is a senior fe l low at the Amer ican Enterpr ise Inst i tu te. 


